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1. Features ofthe conventional Japan-Russia economic relationship 
   The economic relationship between Japan and Russia isoutlined below. 
   Japan's main imports from Russia in 2004 were metal and metal products, which account for 
35.9% ofthe total - especially nonferrous metals (33.0%) - and mineral fuels which account for 
25.7% ofthe total - coal (10.3%), crude oil (7.3%), petroleum products (6.6%) (Table 1). The main 
export i em was machine equipment, which accounts for 87.5% ofthe total, and in that category 
transport equipment was 63.0%, general machinery was 12.8%, electric equipment was 10.3%. In
short, Japan imports from Russia various mineral resources that are scarce in Japan, and exports 
to Russia cars, machinery, equipment and appliances. 
                 Table 1. Japan's Imports from Russia (% in 2004)
Metal and metal products 35.9
Nonferrous metals 33.0
M ineral fuels 25.7
Coal 10.3
Crude oil 7.3
Petroleum products 6.6
Food 19.2
Raw material goods 16.3
0 thers 2.9
Total 100.0
Source: Roshia Touou Keizai Sokuhou, 25 March 2005.
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Japan's Export to Russia (% in 2004)
Machine equipment 87.5
Transportation equipment 63.0
General machinery 12.8
Electric equipment 10.3
Others 12.5
Total 100.0
Source: Roshia Touou Keizai Sokuhou, 25 March 2005.
   Japan's accumulative investment in Russia at the end of 2003 was 1,900 million dollars, of 
which 1,353 million dollars attributes to direct investment, and 1 million dollars - portfolio 
investment, and 546 million dollars - other investment (namely credit). At the end of 2004, 
accumulative investment was 727 million dollars, of which 140 million dollars - direct investment, 
portfolio investment - 555 thousand dollars and other investment was 587 million dollars. This 
means that in one year, Japan's accumulative investment fell below half, because direct 
investment fell sharply (Table 3).
Table 3. Japans accumulative investment to Russia (year-end, mill. dollars)
Total Direct investment Portfolio investment Other investment
2003 1900 1353 1 546
2004 727 140 1 587
Source: CouHaJIbHO-3KOHOMH4eCK0e noJIO>KeHHe POCCHH,HHBapb 2004 roaa . Hattori, 2005.
   Japan's investment increased from 117 million dollars to 1,005 million dollars during the 
period of 2000-2003, and after that it decreased suddenly to 153 million dollars in 2004. The 
reasons for this transition are evident. When the amount of Japanese investment to Sakhalin state 
is taken out, it is 158 million dollars in 2001, 233 million dollars in 2002, 784 million dollars in 
2003, and 4 million dollars in 2004. The Sakhalin oil-gas project absorbed the majority of Japan's 
direct investment, and when the project-related investment ceased temporarily, the investment 
aggregate decreased sharply (Table 4. Hattori, 2005).
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          Table 4. Japan's investment to Russia (mill. dollars)
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Total To Sakhalin oblast'
2000 117
2001 408 157.5
2002 441 233.3
2003 1005 783.8
2004 153 4.4
Source: Hattori, 2005.
   In this way, Japan's investment to Russia has been biased to Sakhalin-related direct 
investment and financing.
2. Problems of the conventional Japan-Russia economic relationship 
   The Japan-Russia economic relationship has undoubtedly been effective for both countries. 
But it needs to change character if it is to develop. 
   The conventional relationship presupposes Russia's mineral resource-dependent economic 
structure, and such economic structure does not guarantee a secure prospect for economic 
prosperity. Resource dependency often brings about the economic danger of "Dutch disease" 
and the failure of distribution of the resource "rent." "Dutch disease" is the phenomena in which 
the growth of natural resource export revenue causes exchange rate revaluation, and the 
revaluated exchange rate deprives domestic industries of global competitiveness. Resource 
"rent" is the windfall profit created by natural resources
, and it should be distributed among 
citizens by society or government. But the method of distributing the "rent" is a difficult, 
politically sensitive problem, and failure to resolve the problem often hinders the establishment of 
a market economy and leads to socially unacceptable income inequality. In short, a mineral 
resource-dependent economy tends to lose employment potential and hinder human resource 
development, even if the mineral resources bring the country amazing wealth (Suhara, 2004). 
   If Russia suffers from "Dutch disease" and "rent" allocation failure, Japanese enterprises 
would not have much incentive to develop its economic relationship. Japan's demand for natural 
resources is unlikely to increase dramatically, considering the general trend of the contemporary 
economy, and Russia's market for Japanese products is unlikely to expand, considering the
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reduced employment situation in Russia.
3. Two key points for the development of the Japan-Russia reciprocal economic relationship 
   There are two key points in the development of the Japan-Russia reciprocal economic 
relationship. 
   1) Cooperation and direct investment of Japanese enterprises for developing Russian mining 
industries and Russian export of natural resources to Japan. 
   2) Cooperation and direct investment of Japanese enterprises to promote Russian industries 
to create employment 
   The first point is still effective, although it is not new for the Japan-Russia economic 
relationship. 
   However, if the second point is realized at the same time, the Japan-Russia economic 
relationship would be able to develop further as a reciprocal one. That is, Russia could establish a 
well-balanced industrial structure and expand domestic demand, and as a result, Japan could 
expect of Russia not only a rich resource supply, but also a qualitative labor market and 
substantial products market.
4. Prospects for the Japan-Russia economic relationship in the IT industry 
   The IT industry is a key factor in promoting Russian industries to create employment. The 
IT industry includes various industries related to advanced, high-speed processing and 
transmission of information, and so, its core is formed by the computer industry and the 
information and communication industry. Not only does the IT industry employ a great many 
people, it also activates other industries. 
   In Japan, the information and communication industry played an important role in the 
process of recovering from the economic depression in the 1990's. In 2003, the sales of the 
information and communication industry reached 126 trillion yen, which accounts for 12.7% of the 
whole economy. During the period of 1995-2003, the industry grew by as much as 7.8% a year on 
average, whereas the average annual growth rate of GDP is about 1.2%. Therefore, it is obvious 
that the information and communication industry has boosted the entire economic growth of 
Japan (Nihon Keizai Shimbun, August 22, 2005). In addition, a considerable number of young 
Japanese businessmen made a fortune in the IT industry, and they are now called "IT 
millionaires."
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   The "E-Russia (2002-2010)" program of the Russian government (http://www.e-rus.ru; 
Nihon Keizai Shimbun, August 22, 2005) is very important because the state must act as a catalyst 
in the growth of the IT industry. The Japanese government also made a resolution on "The basic 
strategies on the promotion of IT," in 2000, and took initiative in the four spheres: high-speed 
information network infrastructure, electronic commerce, electronic government, IT education 
(http: / /www. k an to i. go. jp / ip / si n-zi / it2 /) . 
   The Japan-Russia economic cooperation in the IT industry is developing reciprocally for two 
reasons. 
   First, the Japanese IT industry is the top runner all over the world in electronic hardware, 
and is able to help Russia to build its IT infrastructure. In fact, two Japanese companies, NEC and 
Sumitomo Corporation have already embarked on the business of building a digital 
communication etwork with fiber optic cables in Russia. 
   Second, Russia is a leading country in science and technology, especially excelling in basic 
research, and turns out as many as 230,000 graduates from faculties of science and technology a 
year. This means that Russia can supplement Japan with software technology talent, which is in 
short supply in Japan. Many Russian IT engineers have visited and are working in Japan at 
present. Furthermore, Japanese companies, Fujitsu, Toshiba, Hitachi, and Matsushita Electric, 
etc. are counting on Russia as a potential software production location (Nihon Keizai Shimbun, 
August 22, 2005).
5. Conclusion: Prospects for the Japan-Russia reciprocal economic relationship 
   Japanese companies are cooperating with and directly investing in the Russian IT industry 
and also in the transport industry and the automobile industry (Nihon Keizai Shimbun, August 22, 
2005; http://www.rotobo.or.ip/eouhoukan/novosti/2005No.039.pdf). These projects are not only
seen as short-term opportunities, but also expected to contribute to promoting Russian industries 
to create employment and to developing the Japan-Russia reciprocal economic relationship. 
   Japan and Russia should develop an economic relationship centered on promoting Russian 
industries with job creation potential, in addition to Russian natural resources. This would act as 
a new stimulus to the Japan-Russia economic relationship.
82 BUSINESS REVIEW -
Notes 
"This paper was presented to an international videoconferencing on 4 Nov. 2005 "the Effective Management in the 
global market; the Japan-Russia Business Contacts" coordinated by the Japan Center in Nizhnii Novgorod, Russia 
and the All Russian Industrial-Economic Forum "the United Russia."
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